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Dear Applicant:

We have considered your application for recognition of exemption from federal income tax under
section 501(a) of the Intemal Revenue Code as an organization described in section 501(c)3). Based on
the information-submitted, we have concluded that yoir do not qualify for exemption under that section.
The basis for our conclusion is set forth below.

_ You were incorporated pursuant to the Laws of the State offjliJJiPon "Your
amended Articles of Incorporation provide that you are organized for charitable wﬁses within the

meamng of Section 501 icii:ii of the: Your lnmal Board of Directors inclu

ere your incorporators.

You were originally formed to develop and’ operate 2l charter school and perform research
activities. Since filing your Form 1023, you have modified your purpose and activities. You now describe
yourself as a support organization incubating numerous schools throughout the country. You plan to
develop charter schools around the country with the first pro otype” being developed in theh

.area. You plan to coordinate funds and organizational efforts.for the development of charter
schools.and the delivery of exclusive teaching methodology and Personal Exploration Plans-(PEP) to
constituencies and leamers in a variety of schools, home schools, and-individual learning, situations.

In regard.to the development of charter school operations, you will manage the-building and start-up
costs, but once the- charter is appraved, charter gchools will lease the facilities from you. The name of the
anticipated, first prototype charter school will bhaﬂd it will bea public school
The charter school will operate on public education funds and donations, just as any other public school in
the state.

You indicate that your role in the development of arter schools may be slightly different
from what will be provided to schools in other states due t s charter school statute. Your role
with respect to the development of other charter schoois is primarily one of providing technical assistance
in the following areas: curriculum and educational methodalogy design and implernentation, fundraising
and grant-writing strategies, operations and facliity set-up.




As schools become self-sufficient, you will move on:to develop other schools, all based on the same
principles and modéis, but govemned locally. You will assist in the delivery of your unique educationai
methodology, Internet-based support serves and ongoing research and development, national level
fundraising and:labbying, regular review of pertinent national, state and local aducational initiatives,
guidelines, law, statutes.and Issues affecting charter schools and other non-profit educational efforts.

You have indicated that early working documents used the termw a
eneric descriptor. You have secured registered domain names effectively staking out the
virtual presence including the name
) ) a for-profit company was inc ted pursuant to the Laws of
the State of was the incorporator. Officars of are
president and as secretaryftreasurer. This organrzatron will provide educational
information and resources via the-Intemet to parents and educators. Its product foctises on linking
standardized assessments scores to state educational standards and resources that ¢an enhance student
knowledge and.skills in various academic areas.

Section 501(c)(3) of the Code provides for the exemption from federal income tax of organizations
organized and operated exclusively for charitable purposes ;

Section 1. 501 (c)(3)-1(e)(1) of the Income Tax Regulations states that, in order to be exempt as an
- organization de_scn_bed in section 501(¢)(3) of the Code,.an organization must be both organized and
operated exclusively for one or more of the purposes specified in such section. . if an organization fails to
meet either the organizational test or the operauonai test, it is not exempt.

Section 1.501 (e)3)3(c) 1) of the regulations provides that an organization will be regarded as
"operated excluswely‘ for one.of more-exempt purposes only if it engages primarily in activities which
accomplish oné or more of such exempt purposes specified i section 501(c}3). An organization will not
be so regarded if more than.an msubstantral part of lts activities Is not in furtherance of an exempt
purpose.

Section 1.501 (c)(3)-1(d)(1)(n) of the regulatrons states that an organization is not organized or
operated exclusively for one or more exempt purposes;unless it serves a public rather than a private

“ interest. Thus, to meet the.requirement of this subdivision, it is necesséiy for an organization tosastatlish - -

that it is not organized or operated for the benefit of private interests such as designated individuals, the
creator or his family, shareholders of the orgamzatlon or persons controlled, directly.or indirectly, by such
private interests.

Section 1.501 (c)(3)-1(d)(2) of the regulations provides that the term "charitable". is used:in section
501(c}3) in its generally accepted legal sense and includes lessening the burdens of government,

Rev. Rul. 72-369, 1972-2 C.B. 245 holds that an organization formed to provide managerial and
constiting services at cost to unrelated exempt organizations does not qualify for exemption under section
501(c)(3) of the Code. Providing managerial and consulfing. sesvices on a regular basis for a fee is frade or
business ordinarily carried on for profit. The fact that the services in this case are provided at cost and solely
for exempt organizations is not sufficient to characterizeithis activity as charitable within the meaning of
section 501(c)(3) of the'Code. Fumishing the semces at costlacks the donative e!ement necessary to
estabiish this activity as charitable. :

.Rev. Rul.. 71-529, 1871-2 C.B. 234 holds that a nonprofit-organization that provides assistance inthe
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management of parﬂdpatmg colleges and umversmw endowment or investment funds for a charge
substantially befow cost qualifies for exemption under sedion 501(c)(3) of the Code. Membership in the
arganization is restricted to colleges and;universities: exempt under section 501(c)(3) of the Code. Its board
f directors is composed of representatives of the-member organizations. Each member has the right to an
\ccounting of its pro rata share of the Investment funds and may withdraw from participation upon thirty days.
motice. The organization will not make its services available to anyone other than the axempt organizations:
“ontrolling it. Most of the operating expenses of the organization, including the costs of the services of the
'nvestment counselors and the custodian banks, are paid for by grants from independent charitable
organizations. The member organizations pay only-a nominal fee for the services performed. These fees
represent less than fifteen percent of the total costs of opemhon

Rev, Rul 69-628, 1969-2 C.B. 127 holds that an organization regutarly carrying on an Investment
service business that would be unrelated trade or business if camried on by any of the exempt
organizations on-whose behalf it operates, Is not exempt under section 501(a) of the Code. The
organization was formed to-provide investment services on a fee basis exclusively to orgamzatlons
exempt from Federal income tax under section 501(¢)(3) of the Code. It receives funds from the
participating exempt orgamzauons invests in common stocks, reinvests income’ and realized appreciation,
and upon request hquidates a participant's.interest and distributes the proceedsto the participant. The
organization is free from the control of the participants; and has the absolute and uncontrolled discretion in
(1) investment ef the property, (2) sale of investments and reinvestment of the proceeds, (3) payment of
taxes and liens, (4) distributions of income and principal or the addition of accurnulated income-to
orincipal;, and (5) dealmg with the property and managing the funds as If it were absolute owner thereof. In
addition, a participant's ownership interest in the propedy does not entitle such participant to the whole or
any part of the propedy or the right to call fora partjnon. divusnon or accounting of the property

Section 501 (c)(3) of ‘the .Code:sets forth two mam t&sts for qualification for exempt status An
organjzation must be both. organlzed and operated. exduswely for purposes described in section.501(c)(3).
Your amended Articles of Incorporation include the limiting language as required by section 501(c)3) of
the Code and are suff'cnent for satisfactson of the orgamzauonal test.

You must. however also satisfy the operatxonal test. The regulations under section 501({c)(3)}
expand on the requirements.for satisfaction of the: operational test. The key requirement is that an

organizatici be opemfdu exdusiveliFaione or rhare exempt purposes. To determing whether this test is g

satisfied, section 1.501 (c)(3)-1(c)(1) of the regulations directs the Intemal Revenue:Service to detenmine if

_the-organization engages pnmanly in activities that accomplish one or more exempt purposes. Based on
- the facts that you have pravided in your application for recognition of exemption, we are not.able; to

conclude that you are operated exclusively for one.or more exempt purposes.

Your activities are or will be similar to those described in Rev. Rul, 72-369 and Rev. Rul: §9-528
and are contrasted from the situation in Rev. Rul. 71-529. You will provide services to multiple unrelated
tax-exempt organxzatsons for a fee. Your board of directors are not appointed or controlled by the exempt
entities. Your fees will not be “substantially below cost.” As was specifically discussed in Rev. Rul. 72-
369, the provision of services to a tax-exempt entity on ‘an at-cost basis is not in and of itself a charitabie
activity.

, Your earty development included in working documents the term ~ The
-only reading of this;:term is that you contemplate the joint operation of you and {Jlp Your actvities
include Intemet-based support services — a service coincidentally ffered by a related for-profit (D
Your directors stand 1o benefit substantially from the operatlon of

i)




Because your activities do not serve a chamable purpose and serve to promote the private
interests of members of your Board of Directors, you do not qualify for exemption as an organization
described in section 501 (c)(3) of the Code and you must file federal income tax retums.

COntrlbutnons to you are not deductible under secﬂon 170 of the Code.

You have the nght to protest this ruling if you beheve it is Incorrect. To protest you should submit
a statement of your views to this office, with a full expianaoon of your reasoning. This statement, signed

2y one of your officers, must be submitted within 30 days from the date of this letter. .You also have a right .

io a conference in this ofﬁce after your statement is submrtted You must request the conference, if you
want one, when you file your protest statement. If you are to be represented by-someone who is not one
of your officers; that person will need to fi lea proper power of attorney and othenmse qualify under-our
Conference and- Practtces Requirements.

if you do not protest this ruling in a timely manner it will be considered by the Interal Revenue
Service as a fajlure to exhaust avallable administrative remedies. Section 7428(b)(2) of the Code
Pprovides, in part, that’a declaratory judgement or decree under this section shall not be issued In any
‘proceeding unless the Tax Court, the United States Coirt of Federal Claims, or the: District Court of the
United States for the District.of Columbia determines that the organization involvedihas exhausted
. admnmstrat:ve remedies available to it within the lmemal Revenue Service.

If we do not hear from you within 30 days, this mhng wxll become final and a copy will be
forwarded to the Ohio Tax Exempt and Govemment Entities (T E/GE) office. Thereafter, any questions
abaut your federal incorne tax status should be dlrected to that office, either by calling 877-829-5500 (a toll
free number) or sending correspondence. to: Internal Revenue Service, TE/GE Customer Service, P.O.
Box 2508, Cincinnati, OH 45201. The appropriate. State Cfficials will be notified of this action'in
accordance with Code secuon 6104(c) .

When sendmg addmonal letters to'us with. respect to this case, you will expedite their receipt by
using the followmg address :

' lntemal Revenue Service i
T:EO:RA:T:4, Room 3L3 ' ' ) ’
1111 Constitution Ave, N.W.
,Washington. D.C. 20224

if you have any questions, please contact the person whose name and telephone number ere
shown in the heading of this letter. .

Sincerely,
(signed) Gerald V, Seck
Geraid V. Sack

Manager, Exempt Organizatiens,
Technical Group 4




